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THE  DAIRY  PROBLEM 

(Statement  to  be  presented  at  15  regional  meetings  held  between  Apr.  1  and 
Apr.  15,  1934,  to  place  before  dairy  farmers  a  proposed  program  for  adjust- 
ment of  the  dairy  industry) 

Those  of  3tou  who  are  dairymen  know  better  than  we  can  tell  you 
what  has  happened  to  the  income  of  dairymen  during  the  past  3 
years.  If  you  are  an  average  dairyman  your  cash  income  from  the 
sale  of  dairy  products  in  1932  was  only  a  little  over  half  (53.3 
percent)  of  what  you  received  in  1929.  Moreover,  this  drop  in  the 
cash  income  of  dairymen  has  not  been  matched  by  an  equal  decline 
in  the  prices  that  you  are  asked  to  pay  for  things  you  would  like  to 
buy.  The  prices  of  things  which  farmers  buy  declined  less  than 
one  third  during  this  period  when  the  cash  income  of  dairymen  was 
cut  in  half.  As  a  result  of  this  greater  decline  in  dairy  income  as 
compared  with  prices  dairymen  were  asked  to  pay,  the  dairy  farmer 
in  1932  could  .buy  only  about  three  fourths  (75.7  percent)  as  many 
goods  as  he  could  in  1929.  And  this  applies  only  to  the  farmer  who 
was  not  in  debt  and  whose  taxes  were  cut  in  half,  the  same  as  the 
prices  of  dairy  products  were  cut  in  half. 

But  many  farmers  are  in  debt,  and  there  are  probably  few  farmers 
whose  taxes  in  1932  were  only  half  of  their  taxes  in  1929.  Thus,  so 
far  as  most  dainmien  are  concerned,  they  could  buy  even  less  than 
three  fourths  as  many  goods  in  1932  as  3  years  earlier. 

Since  1932,  dairy  prices  have  improved  somewhat.  During  Feb- 
ruary 1934  the  farm  price  of  dairy  products  averaged  10  percent 
higher  than  during  1932.  But  the  prices  of  things  farmers  buy  also 
averaged  10  percent  higher  so  that  the  higher  dairy  prices  of  Feb- 
ruary 1934  would  buy  no  more  than  the  farm  dairy  prices  of  1932. 

This  decreased  dairy  income  and  this  lower  purchasing  power  of 
dairy  products  is  the  dairy  problem  that  we  are  here  to  talk  over 
with  you,  the  dairy  farmers  of  this  region,  in  these  meetings.  More 
specifically,  we  are  to  talk  over  all  possible  methods  that  are  available 
under  the  provisions  of  the  Agricultural  Adjustment  Act,  to  increase 
dairy  incomes  and  to  improve  the  purchasing  power  of  dairy  farmers. 

The  Agricultural  Adjustment  Act  provides  that  milk  and  dairy 
products  are  a  basic  commodity.  The  dairy  industry  is  entitled,  if 
it  so  desires,  to  take  advantage  of  those  features  of  the  act  relating 
to  adjustment  of  production  and  the  return  to  producers  of  benefit 
payments  as  compensation  for  their  contribution  toward  this  adjust- 
ment. The  question  for  this  meeting  thus  becomes  one  of  deciding 
whether  or  not  the  dairy  industry  wishes  to  take  advantage  of  this 
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provision  of  the  Agricultural  Adjustment  Act  in  order  that  the 
income  of  dairy  farmers  may  be  increased. 

We  have  come  to  you  as  representatives  of  the  Agricultural  Ad- 
justment Administration  simply  to  talk  over  with  you  proposed 
plans  of  adjusting  sales  of  milk  and  dairy  products  to  a  point  at 
which  the  net  income  of  dairy  farmers  will  be  greater  than  it  would 
have  been  if  no  adjustment  had  taken  place.  The  decision  lies  with 
the  dairy  industry. 

The  first  step  in  coming  to  this  decision  is  to  take  stock  of  the 
.situation  just  as  any  dair3Tman  does  in  planning  his  own  operations. 
First,  let  us  look  briefly  at  the  reasons  for  the  present  low  income  of 
dairy  farmers  and  then  attempt  to  look  into  the  future  in  an  effort  to 
determine  what  the  prospects  for  the  next  12  months  may  be.  The 
decline  in  dairy  incomes  of  the  past  3  years  has  been  due  entirely 
to  a  decline  in  the  prices  of  dairy  products.  The  production  of  milk 
in  1932  was  about  3  percent  greater  than  the  production  in  1929. 
This  increase  in  production  was  about  in  line  with  the  increase  in 
population.  Dairy  prices  in  1932  were  only  50  percent  as  high  as 
they  were  in  1929.  It  is  this  decline  in  the  prices  of  dairy  products 
that  explains  the  drastic  and  tragic  decline  in  dairy  incomes.  In 
sharp  contrast  with  the  behavior  of  industry,  which  has  closed  down 
plants  and  attempted  to  maintain  prices,  the  dairy  farmer  has  con- 
tinued to  supply  the  Nation  with  milk  and  milk  products,  and  has 
accepted  whatever  prices  this  production  would  bring. 

The  total  production  of  milk  and  dairy  products  depends  on  two 
factors:  One  is  the  number  of  milch  cows  on  farms;  the  other  is  the 
production  per  cow. 

The  trend  in  the  number  of  cows  on  farms  has  been*  upward  since 
1900.  On  January  1  of  this  year  the  26  million  milch  cows  on  farms 
was  the  largest  number  on  record.  This  compares  with  22  million 
in  1928.  The  increase  in  the  number  of  cows  was  approximately 
3  percent  during  1933.  while  the  increase  during  the  5-year  period 
was  nearly  18  percent. 

This  increase  in  the  number  of  milch  cows  on  farms  has  been 
brought  about  in  part  by  an  increase  in  the  number  of  calves  and 
heifers  kept  for  milch  cows.  The  number  of  calves  kept  for  milch 
cows  on  farms  January  1  of  each  year  has  increased  each  year  since 
1931,  the  increases  being  especially  marked  during  the  past  2 
years.  The  number  of  heifers  kept  for  milk  has  also  increased  but 
at  a  lesser  rate. 

A  second  factor  which  has  contributed  to  this  record  number  of 
milch  cowts  on  farms  has  been  a  decreased  rate  of  culling.  The  num- 
ber of  cows  and  heifers  slaughtered  under  Federal  inspection  was 
less  each  succeeding  year  from  1927  to  1932.  In  1933,  however,  such 
slaughter  was  greater  than  during  any  year  since  1929.  Slaughter 
during  January,  1934,  was  13  percent  greater  than  a  year  earlier  and 
more  than  that  of  any  January  since  1930.  February  slaughter  was 
above  that  of  any  February  since  1928. 

The  increase  in  numbers  of  milch  cows  during  these  5  years  was 
due  to  various  causes,  including  the  large  supply  of  labor  on  farms, 
the  low  price  of  feed  grains,  and  the  relatively  favorable  prices  of 
dairy  products  as  compared  with  prices  of  other  farm  products. 
The  rapid  rate  of  increase  has  also  been  due  in  part  to  one  of  the 
periodic  increases  in  cattle  numbers  that  have  occurred  in  this  coun- 


try  about  every  15  years  during  the  last  half  century.  The  estimates 
of  numbers  of  cattle  on  farms  on  January  1  show  increases  each 
year  from  1912  to  1918,  nearly  continuous  yearly  reductions  until 
1928,  and  increases  each  year  since  then.  Total  cattle  numbers  have 
now  reached  so  high  a  point  that  the  rate  of  marketing  has  increased 
and  the  turning  point  in  total  cattle  numbers  may  be  reached  within 
about  2  years. 

The  sharp  increase  in  number  of  cows  marketed  since  last  spring 
has  been  due  apparently  to  the  accumulating  surplus  supply  of  cat- 
tle, to  the  shortage  and  rapidly  increasing  cost  of  feed,  to  poor  pas- 
tures, and  to  the  tendency  of  the  prices  of  dairy  products  to  rise 
less  rapidly  than  the  prices  of  many  other  farm  products.  The  price 
of  milch  cows,  which  for  several  years  was  relatively  high  in  com- 
parison with  feed  costs,  on  October  1,  1933,  was  no  higher  than  a 
year  earlier,  while  feed  grain  prices  had  doubled. 

These  figures  by  themselves  would  seem  to  indicate  a  decided  slow- 
ing up  in  the  rate  at  which  dairy  herds  are  increasing,  but  the  sit- 
uation is  now  complicated  by  the  indications  that  farmers  in  the 
western  Corn  Belt  are  milking  some  cows  that  were  formerly  kept 
only  for  beef  production.  This  would  be  a  natural  adjustment  in 
that  area,  with  the  price  of  butterfat  relatively  higher  than  that  of 
beef  cattle. 

Excluding  nearly  4  million  beef  or  dual-purpose  type  cows  that  are 
regularly  milked  and  that  are  included  in  the  estimates  of  milch 
cows,  there  are  in  the  country  as  a  whole  about  10,000,000  beef  cows. 
Most  of  these  are  in  large  herds  in  the  range  areas,  but  several  mil- 
lion are  on  farms  in  the  Corn  Belt  and  elsewhere.  Some  of  these 
cows  have  been  milked  in  past  years.  There  are,  therefore,  enough 
beef  cows  available  to  permit  the  total  number  of  cows  milked  to  be 
increased  several  percent  in  a  year  if  prices  of  dairy  products  are 
high  enough  to  make  the  change  worth  while. 

The  other  factor  in  supply — production  per  cow — has  not  in- 
creased, as  have  cow  numbers.  Instead,  production  per  cow  has 
declined.  Hence,  the  increase  in  the  quantity  of  milk  produced  has 
not  kept  pace  with  the  increase  in  the  number  of  cows  milked.  Ac- 
cording to  current  estimates,  production  per  cow,  after  increasing 
steadily  from  around  4.074  pounds  per  year  in  1924  to  a  peak  of 
4,582  pounds  in  1929,  declined  to  4,510  pounds  in  1930,  to  4,461 
pounds  in  1931,  and  to  4,309  pounds  in  1932.  During  1933,  produc- 
tion per  cow  was  4,178  pounds. 

Daily  milk  production  per  cow  on  March  1,  1934  (as  reported  by 
crop  correspondents)  was  11.96  pounds,  the  lowest  on  record  for  that 
date,  being  6.3  percent  less  than  a  year  earlier  and  8.4  percent  less 
than  the  1925-29  average  for  that  elate.  This  decline  in  production 
per  cow  has  more  than  offset  the  increase  in  cow  numbers,  so  that 
total  milk  production  on  March  1  was  about  3  percent  less  than  on 
March  1,  1933. 

Several  factors  have  been  responsible  for  this  reduced  production 
per  cow,  and  they  should  be  carefully  considered  in  reaching  a  con- 
clusion as  to  what  is  the  best  plan  possible  under  the  Agricultural 
Adjustment  Act.  In  looking  at  this  gradual  decline  in  production 
per  cow  we  must  not  overlook  the  fact  that  for  the  past  4  years  pas- 
tures have  been  poor.     During  no  year  of  the  10-year  period  from 


1917  to  1929  were  pastures  as  poor  as  they  were  during  every  year 
of  the  4-year  period  1930  to  1933.  Will  this  condition  of  poor  pas- 
tures continue  through  the  season  of  unusual  heavy  production  which 
we  are  now  approaching? 

Low  dairy  prices  are  another  factor  that  has  probably  contributed 
to  the  lower  production  per  cow  in  recent  years.  While  it  is  true 
that  dairy  prices  have  been  relatively  favorable  as  compared  with 
those  of  many  other  farm  products,  it  is  equally  true  that  dairy 
prices  have  been  low.  These  low  prices  have  undoubtedly  kept  farm- 
ers from  attempting  to  secure  the  production  per  cow  that  higher 
prices  would  have  encouraged.  Any  attempt  to  raise  dairy  prices 
out  of  line  with  other  farm  products  by  a  means  that  does  not  pro- 
vide for  a  definite  check  on  production,  must  face  the  possibility  of 
stimulating  production  to  an  extent  that  will  almost  immediately 
defeat  the  plan. 

Recently  there  have  been  marked  changes  in  the  relation  of  cost  of 
grain  to  the  price  of  butterfat.  Near  the  end  of  1932,  1  pound  of 
butterfat  would  buy  more  than  57  pounds  of  feed  grain.  Since  the 
extreme  rise  in  the  price  of  feed  grains  of  the  last  few  months,  1 
pound  of  butterfat  will  buy  only  from  19  to  25  pounds  of  grain. 

While  the  total  amount  of  milk  produced  is  not  so  large  as  the 
record  number  of  cows  would  seem  to  indicate,  the  general  trend  has 
been  upward  since  1924.  In  that  year  the  amount  of  milk  produced 
was  a  little  over  87  billion  pounds,  or  a  per  capita  production  of  768 
pounds.  Year  by  year  the  amount  increased  until  it  reached  a  peak 
of  about  102  billion  pounds  in  1931.  During  1932,  the  latest  year  for 
which  figures  are  available,  the  total  was  still  near  the  peak,  101.9 
billion  pounds. 

Table  1. — Milk  production,  192Jt-32 


Year 

Milk  pro- 
duced in 
United 
States 

Per  capita 
produc- 
tion 

Year 

Milk  pro- 
duced in 
United 
States 

Per  cap- 
ita pro- 
duction 

1924 

Million 
pounds 

88,  375 
91,  887 

94,  307 

95,  910 

Pounds 
768 

788 
797 
800 

1929 

Million 
pounds 

98,  782 

99,  736 
101, 970 
101,  863 

Pounds 
805 

1925 

1930 

809 

1926 

1931  .          

821 

1927 

1932 

812 

1928 

That  this  trend  might  have  been  more  sharply  upward  under 
other  conditions  is  suggested  by  the  trend  in  the  volume  of  milk 
used  in  the  factory  production  of  dairy  products.  During  each  of 
the  past  4  years  the  factory  production  of  dairy  products  has  been 
relatively  low  during  the  summer  months,  the  months  during  which 
a  large  proportion  of  the  annual  output  of  these  products  is  made. 

It  is  important  for  farmers  to  recognize  that  the  decline  in  the 
aggregate  purchasing  power  of  consumers,  as  indicated  by  changes 
in  the  total  amount  of  money  paid  out  as  factory  pay  rolls,  is  an  im- 
portant factor  in  the  decline  in  dairy  prices.  From  1924  to  1930  the 
relationship  between  pay  rolls  and  butter  prices  was  especially  close, 
and  both  pay  rolls  and  butter  prices  were  fairly  constant.     From 


early  in  1930  to  late  in  1933  both  declined  sharply,  and  both  tended 
upward  during  most  of  1933. 

In  general  the  retail  prices  of  dairy  products  have  followed  farm 
prices.  However,  there  have  been  variations  as  among  the  different 
forms  of  dairy  products  offered  to  consumers.  The  retail  price  of 
butter  has  declined  most.  Up  to  the  beginning  of  1931  the  retail 
price  of  cheese  was  relatively  higher  than  that  of  either  fluid  milk 
or  butter.  Since  1931  the  retail  price  of  fluid  milk  has  been  rela- 
tively the  highest. 

Briefly,  the  conditions  that  face  the  dairy  industry  may  be  recapit- 
ulated as  follows : 

(1)  The  milch  cow  population,  now  exceeding  26  million  cows  and  heifers  of 
milking  age,  is  the  largest  on  record. 

(2)  This  represents  a  gain  of  3.1  percent  in  production  units  over  January  1, 
1932.  and  an  18  percent  increase  over  the  same  date  in  192S. 

(3)  Farm  milk  production  in  the  United  States  increased  from  87  billion 
pounds  in  1924  to  101  billion  pounds  a  year  in  1932.  The  increase  from  1930 
to  1932  exceeds  2  billion  pounds. 

(4)  Consumer  expenditures  for  manufactured  dairy  products  declined  4.7 
percent  from  1932  to  1933. 

(5)  The  price  index  for  the  dairy  farmer's  income  for  1933  was  69  compared 
to  140  in  1928.  This  decline  in  dairy  income  meant  severe  suffering  for  dairy 
farmers,  and  loss  of  buying  power  for  them. 

(6)  With  the  large  number  of  cows,  the  dairy  industry  has  potential  pro- 
ducing power  so  great  that  without  production  control  any  temporary  price 
rise  like  that  of  the  present  may  be  followed  by  such  expansion  of  output  as 
to  wreck  prices,  causing  farmers  new  and  more  serious  distress. 

But  what  about  the  possibility  of  foreign  markets'?  Conditions 
affecting  the  marketing  of  butter  in  Europe  during  the  last  2  years 
have  been  unfavorable,  particularly  to  European  producers  in  sur- 
plus-producing countries.  A  marked  check  has  been  apparent  in  the 
volume  of  exportation. 

Foreign  trade  in  butter  has  been  much  affected  recently  and  ap- 
parently will  continue  indefinitely  to  be  affected  by  the  varied  forms 
of  trade  restriction  in  effect.  The  net  effect  of  these  restrictions  is 
to  narrow  the  market  for  world  supplies  and  to  concentrate  them 
abnormally  upon  the  relatively  free  markets,  notably  in  Great 
Britain. 

The  net  United  States  importation  of  dairy  products  in  the  year 
ended  June  30,  1933,  amounting  to  the  equivalent  of  441  million 
pounds  of  milk,  exceeded  by  about  20  percent  the  net  exportation 
of  370  million  pounds  in  1931-32.  Both  exports  and  imports  con- 
tinued to  fall  off,  but  the  greater  decline  was  in  exports.  Some  de- 
cline in  imports  of  cheese  and  further  marked  falling  off  in  our 
exports  of  concentrated  milk  have  been  chiefly  responsible  for  the 
decline  in  the  total  volume  of  our  foreign  trade  in  dairy  products. 
The  small  net  importation  of  butter  in  the  previous  fiscal  year  gave 
way  in  1932-33  to  a  slight  net  exportation.  The  total  exports  of 
1,386.000  pounds  of  butter  were  widely  scattered  to  some  50  different 
countries. 

Another  factor  to  be  considered  on  the  demand  side  is  the  trend 
of  population  in  the  large  consuming  centers.  During  the  depres- 
sion there  has  been  considerable  movement  away  from  the  cities  and 
to  the  small  towns  and  farms.  There  has  also  been  a  decline  in  the 
number  of  babies  born.  As  a  result  there  are  estimated  to  be  9  per- 
cent fewer  children  of  less  than  5  years  of  age  in  the  cities  than  there 


were  when  the  last  census  was  taken  in  1930.  This  has  had  a  marked 
effect  on  the  demand  for  fluid  milk  in  the  cities. 

With  the  supply  of  milk  continuing  at  a  high  level  and  the  demand 
continuing  at  a  low  level,  one  would  expect  that  the  prices  of  dairy 
products  would  be  depressed.    This  has  been  the  case. 

After  3  years  of  declining  prices,  farm  prices  of  dairy  products 
reached  a  low  in  March  1933,  of  59  percent  of  the  1910-14  average. 
At  that  time  the  farm  price  of  butter  fat  was  15.1  cents  per  pound 
and  the  farm  price  of  milk  sold  at  wholesale  was  $1.10  per  hundred 
pounds. 

With  the  rise  in  the  general  price  level  last  summer  and  the  im- 
provement in  business,  prices  of  dairy  products  increased.  From 
March  to  September  the  farm  price  of  butterfat  increased  29  percent 
and  the  farm  price  of  milk  34  percent.  Another  decline  set  in  during 
the  fall,  but  late  in  December  prices  began  to  rise.  This  increase 
continued  through  early  March.  However,  prices  of  butter  and  cheese 
were  still  about  20  percent  below  the  1910-14  average  for  February. 

The  price  of  butterf  at  in  January  1934 — 25.7  cents  per  pound — was 
nearly  40  percent  below  "  parity  "  or  fair  exchange  prices,  as  com- 
pared with  the  1909-14  base  period.  The  producer,  therefore,  re- 
ceived 16.8  cents  a  pound  less  for  his  butterfat,  in  terms  of  exchange 
value,  than  he  would  have  been  paid  during  the  years  1909-14. 

The  farm  price  has  been  well  below  current  parity  levels  in  every 
month  of  the  period  from  December  1932  to  January  1934.  The  dif- 
ference between  actual  farm  prices  for  butterfat  and  the  price  which 
would  have  represented  parity  at  that  time,  or  the  amount  the  farm 
price  was  below  parity,  is  given  for  each  month,  as  follows :  Decem- 
ber 1932,  11.6  cents;  January  1933,  12.5  cents;  February,  14.6  cents; 
March.  14.7  cents;  April,  12.6  cents;  May,  10.5  cents;  June,  9.6  cents; 
July,  7.9  cents;  August,  11.1  cents;  September,  12.4  cents;  October, 
13.2  cents;  November,  13.6  cents;  December,  15.9  cents;  and  January 
1934.  16.8  cents. 

Thus  the  disparity  between  the  prices  received  by  dairy  farmers 
and  the  prices  they  paid  for  the  things  they  bought  was  greater 
in  January  1934  than  at  any  previous  time  during  the  current 
depression. 

If  the  tendency  toward  decreased  production  and  higher  prices 
manifest  in  the  last  3  months  continued,  it  would  be  only  a  question 
of  time  until  the  dairy  industry  would  be  back  on  its  feet.  But  when 
the  season  of  turning  cows  out  to  pasture  opens  up,  the  factors 
which  have  been  operating  to  keep  production  down  will  likely 
no  longer  hold.  Also,  the  unprecedented  number  of  milch  cows  on 
farms  gives  a  tremendous  production  potentiality.  Any  increase 
in  the  price  of  butterfat  is  likely  to  be  only  temporary,  for  the 
possibilty  of  feeding  more  intensely  and  milking  more  cows  means 
that  production  may  be  rapidly  increased,  with  a  disastrous  effect 
on  prices. 

General  business  improvement  will  of  course  be  of  assistance  to 
the  farmers,  but  past  experience  has  shoAvn  that  as  general  prices 
rise,  the  prices  of  dairy  products  lag  behind  other  prices. 
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